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SOME AREAS FOR RESEARCH
IN ACCOUNTING
The author cites areas in which long accepted accounting concepts are now open to 
question and urges further research in the interests of keeping up with the growth 
rate of general human knowledge.
Dr. Oswald Nielsen, CPA
Stanford, California
Research in accounting gains importance 
from the need to coordinate with the expan­
sion in general human knowledge. Every year 
human knowledge expands at a faster and 
faster rate. The rate of growth is so rapid that 
it almost nullifies the effort which any indivi­
dual makes to keep up with its progress.
Beyond this, the environment in which busi­
ness operates is new in many of its facets. Take 
for example the fact that investment in Ameri­
can corporations now is highly diffused. In the 
last fifteen years the number of stockholders 
who own shares of American business has al­
most tripled until we now have about 24 mil­
lion stockholders.
Furthermore, the role of the credit grantor 
also has increased. Credit granting to business 
is not only done by banks today, but also ex­
tends significantly to finance and insurance 
companies. With the greater load which in­
come taxes takes from business as well as the 
steady dividend flows which are required be­
cause of the greater diffusion in stock holdings, 
the business firm has more need for the credit 
grantor than he ever has had in American 
history.
Furthermore, there is much concern about 
the type of reporting that is necessary because 
of currently extensive social controls over busi­
ness. Another reason for expanding research is 
that today we have more effective labor or­
ganizations than ever before. Consequently, we 
need to know better from our accounting what 
the effects of possible wage proposals will be, 
even to the extent of showing the sometimes 
complicated ramifications of expanding fringe 
benefits in the total wage and salary structure.
We can assume that wage proposals involve 
an increase in costs either in terms of dollars 
or real income. The impact of either needs 
exploration. Furthermore, since labor now has 
become part of the stockholder organization 
and is entitled to reports as such, outside re­
porting to investors becomes a channel for 
reporting to labor. This situation makes labor 
information equally important to that which 
is required for the stockholder.
Again, today we have a far more interested 
public than we ever had before. For example, 
the power of anti-trust movements forces in­
quiry as to when bigness is too big. Accoun­
tants have contributed little to our knowledge 
here.
An additional reason for doing research in 
accounting is the change occurring in manage­
ment itself. Take, for example, a fairly recent 
change in the top management of General 
Motors. Whereas top management formerly 
consisted of the Chairman of the Board and 
the President, now, with the retirement of 
Mr. Roche, the two-man management structure 
has been replaced by a three-man team, a 
step toward having a larger number of compe­
tent people taking over the difficult problem 
of guiding the destinies of such a large corpo­
ration as General Motors.
In addition, for business in general, there 
are changes in the nature and process of plan­
ning and decision making. Instead of these 
functions being done by one person, sometimes 
even on a whimsical basis, now planning and 
decision making involve groups of persons who 
tend to approach problems with the aid of 
mathematical models, thus lending a degree of 
formality to these managerial processes. The 
question is how formal can planning and deci­
sion making be.
A further reason for research as far as the 
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management structure is concerned stems from 
the fact that we have new evaluations of 
management. Thus, we are extending our 
thinking into operational auditing to review the 
effectiveness of the management process.
Another reason why research is necessary in 
accounting is that there are changes in ac­
counting itself. The theory involved in today’s 
accounting problems receives much attention 
today. Thus, for example, the Accounting 
Principles Board of the American Institute of 
Certified Public Accountants spends much of 
its time on the conceptual structure behind 
today’s problems. Again, there is an increasing 
concern about the relationship of human be­
havior to accounting. Today, we raise ques­
tions as to what effect an accounting report 
will have on the reader.
Another change in accounting comes about 
because of the increased use of mathematics 
and statistics in accounting. Another change 
in accounting comes about from the increased 
need and opportunity to use accounting for a 
managerial purpose. Here, in this respect, the 
computer enables the making of complex 
analyses that could not be made by hand 
processes. Furthermore, there has been devel­
oped a theoretical structure of usable models 
and this structure is available, sometimes even 
in programmed form to facilitate their use in 
the computer itself.
INCOME MEASUREMENT
Very important areas for research in ac­
counting deal with such general subjects as 
income measurement.
Accrual Basis Questioned
The first question that may be raised with 
respect to income measurement concerns the 
validity of our assumption that accrual ac­
counting is better than cash accounting. We 
have for a long time assumed that of these 
two the accrual basis of income reporting is 
to be preferred. However, we have found a 
number of evidences of dissatisfaction with 
the accrual basis. This dissatisfaction has been 
expressed to a considerable extent by leaning 
toward fund statement and cash flow analysis.
Part of this has come about because of 
such factors as accelerated depreciation. It has 
been felt that accelerated depreciation has 
thrown off what might be valid net income 
measurement on the accrual basis. Therefore, 
a question has been raised as to how we might 
work out cash flow figures. It even has been 
suggested that we go so far as to compute 
cash flow per share.
Currently, the attitude of the accounting 
profession is that cash flow per share is an ex­
tremely dangerous and unreliable measure. 
The validity of cash flow as against net income 
per share remains as a matter that has not been 
clarified.
Research is needed to establish the relative 
validities of these two figures.
Income Smoothing
Our next consideration on income measure­
ment might be that of income smoothing. 
There are in our society a number of forces 
working toward income smoothing. We may be 
against income smoothing just for income 
smoothing’s sake.
Yet a number of considerations have stimu­
lated interest in income smoothing. A few ex­
amples are in order. Take the matter of report­
ing earnings per share. With the large diffusion 
of stockholders, there is assumed to be great 
interest in avoiding any undue fluctuations in 
the earnings per share figure because of the 
disturbance this may generate in the minds of 
investors.
Another suggested reason for income 
smoothing is that business firms may feel that 
there is at least an informal compulsion to 
maintain a dividend rate once it has been es­
tablished. Legally, of course, the basis for 
declaration of the dividend will be the re­
tained earnings, and therefore, the flow into 
retained earnings preferably should approach 
uniformity if it is to be a valid basis for con­
tinual dividend declarations. This, of course, 
is a concept that disregards whether or not 
there is the cash available.
There is some concern that undue fluctu­
ations in income may bring about undesirable 
fluctuations in the market value of stock which 
may work to the disadvantage of certain in­
vestors in that investors might be induced to 
invest or to disinvest on the basis of reported 
net income.
One of the first considerations on income 
smoothing is to determine the extent to which 
there may be income smoothing solely for 
income smoothing’s sake. A study undertaken 
by Myron J. Gordon (in the Accounting Re­
view, April 1964) suggests that the manage­
ment of a business firm has a high degree of 
interest in smoothing. Job security for the man­
ager is involved. A level and reasonable rate 
of growth in reported income is assumed to be 
a requisite for greater security for the manager. 
In an attempt to measure regularity of growth, 
Gordon detects an inducement toward smooth­
ing of income in order to reflect properly the 
growth factor.
Since there is some feeling that a manage­
ment is not entirely objective on this matter, 
there is concern as to whether or not income 
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smoothing might be induced just for smooth­
ing’s sake and management may either inten­
tionally or unintentionally be the prime mover 
in such a smoothing.
Here a certain behavioral pattern is as­
sumed on the part of management. We need 
research to test the validity of this assump­
tion.
Other factors, also come about where some 
interest in smoothing takes place. Take, for ex­
ample, paragraph 15 of the Accounting Re­
search Bulletin, No. 45.1 There is considerable 
discussion about alternatives of using the ac­
crual or completed contract bases in accounting 
for construction. Would a leaning toward the 
accrual basis as soon as outcome becomes cer­
tain improve income measurement in this 
case? Research is necessary to answer this 
question.
1 American Institute of Certified Public Accoun­
tants, Accounting Research Bulletin, No. 45.
Another factor where income smoothing 
may be involved is in interim period measure­
ment. Generally, we want to avoid obscuring 
seasonal fluctuations by income smoothing in 
interim reports. If interim reports are to have 
some quality of predictability we feel that 
this can better be accomplished to the extent 
that we do have some income smoothing dur­
ing the year. More research is needed to ap­
praise the validity of this impression.
Conglomerates
There also is a concern that income smooth­
ing may occur in the reporting for conglomer­
ates. Here smoothing occurs on a spatial basis 
because the favorable and unfavorable results 
of various elements of conglomerates may be 
offsetting each other, with the result that we 
have a smoother reporting for the entire con­
glomerate company than we would have for 
its individual elements.
If we should abandon reporting of the com­
bined effect of operating conglomerates and 
only report for the separate activities we would 
be ignoring the synergetic effects of mergers. 
Much research is needed before we can 
measure the role of synergism in conglomer­
ates.
The recent acceleration in mergers has 
raised some questions that we have not yet 
answered in any degree of finality. Several 
important questions arise with respect to 
merged companies:
1) To what extent is a credibility gap wid­
ened by choices between handling mer­
gers as purchase or pooling of interest?
Is it true that purchases below book val­
ues tend to be handled as mergers and 
that purchases above book values are 
handled as poolings of interest? What is 
the right way of handling corporate ac­
quisitions through mergers?
2) To what extent is financing of mergers 
accomplished by trading outmoded book 
values for actual current values?
3) To what extent is synergism operative in 
mergers? Also, how would we measure 
the synergistic effects of mergers?
Deferred Taxes
Deferred taxes are relevant to income 
smoothing. There is an attempt to defer taxes 
on the premise that income taxes paid in a 
given year are not necessarily income taxes that 
actually apply to that year. This results from 
differences in tax deductions allowed and what 
we would consider sound deductions on the 
accrual basis of accounting.
Therefore, because of accelerated deprecia­
tion and investment credits we have stressed 
in the opinions of the Accounting Principles 
Board that the major objective for deferring 
taxes in these cases is the tax expense allocation 
and its effect on the income statement rather 
than any refinement in the showing of liabil­
ities.
Pensions and Profit Sharing
Another important area that plays a role in 
the case of income smoothing is the matter of 
pension and profit-sharing plans. Here one of 
the important considerations has been the 
matter of obtaining so-called tax sheltered in­
come for the individual taxpayer.
To the extent possible in the case of any 
given pension and profit sharing plan the cor­
poration avoids income tax by proper profit 
sharing and by setting up pension funds along 
with the profit sharing plan. This will result 
in a tax deduction for the corporation as well 
as a chargeable expense.
As far as the taxpayer is concerned, his tax 
on such income will be deferred to the time 
when he in fact receives his pension payment.
Convertible Preferred Stock
The Accounting Principles Board has given 
considerable current attention to accounting 
for convertible preferred stock, a matter of in­
terest at the present time because of the cur­
rent significance of such securities to investors 
as well as issuing corporations.
Accounting for Human Resources
Interesting research is being done at the 
University of Michigan on accounting for hu­
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man resources under the general direction of 
Professor R. Lee Brummet. Others are similarly 
interested in this subject.
EFFECT ON THE BALANCE SHEET
Another important area of research is in 
connection with what effect income measure­
ment has on the balance sheet.
Does this process of income measurement 
have such effects on balance sheet presentation 
that we are increasingly destroying its signifi­
cance?
We realize that many figures on the balance 
sheet are simply items that are not included 
in net income measurement. This, for example, 
is true of the undepreciated value of de­
preciable assets. Their depreciated values are 
by definition by-products of depreciation ac­
counting.
Similarly, deferred income tax is a liability 
that results from the tax allocation problem. 
Professor Sprouse of Stanford University goes 
so far as to say that some of these items are 
not even liabilities. In fact, he doesn’t know 
what to call them and therefore he designates 
them to be accounting “what-you-may-call-its.”2
2 Robert T. Sprouse, “Accounting for What-You- 
May-Call-Its,” The Journal of Accountancy, Vol. 
122, No. 4, October 1966, pp. 45-53.
THE BASIC PURPOSE OF ACCOUNTING
An additional area for research is, what 
actually is the purpose of accounting. In the 
first place, to whom are we reporting, and 
what is the related effect of reporting to 
various individuals? The same goes for ac­
counting analysis—for whom is it made, and 
what sort of analysis is useful for the various 
users? Again comes the question of the re­
lationship of techniques to concepts.
Then we are not entirely clear as to what is 
the relationship of accounting to a given busi­
ness organization.
Does one organization require one sort of 
accounting and another organization require a 
different sort of accounting? (For example, 
what is appropriate accounting for a non­
profit organization?) Here again, we are un­
clear and we may be on the verge of assum­
ing that instead of a report that gives “fair” 
presentation what we need is not an omnibus 
report, but special reports for various purposes.
SYSTEMS ANALYSIS AND DESIGN
Another important area of research in ac­
counting is on systems analysis and design. 
The accountant largely has neglected his im­
portant position in accounting systems in that 
he has not kept up with modern improvements 
that have come about in the computer through 
the increased use of mathematics, and the in­
creased development in equipment, technology 
and general scientific development. Therefore, 
much additional effort is required before we 
will achieve the proper level of the accoun­
tant’s status in systems and design in the 
modern corporation.
PHILANTHROPY OR MISANTHROPY
(Continued from page 8)
Fund raising and general administrative ex­
penses are self-explanatory and should be 
accounted for in separate items on the fi­
nancial statements.
Grants are payments to others, usually for 
specific purposes. It is not uncommon for a 
nonprofit organization to engage in philan­
thropy outside the walls of its own organiza­
tion. In fact, many private foundations are 
dedicated to the support of churches, welfare 
organizations, educational institutions, and 
other worthy charitable organizations. Such 
grants are not normal administrative or over­
head expense incurred in the operation of the 
organization and should be accounted for 
separately.
Project expenditures have characteristics of 
both administrative expense and grants. For 
example, a research project will involve ad­
ministrative and overhead expense, yet the 
result of the project will inure to the public 
good. Again, the project expenditure is not a 
normal administrative expense, and each proj­
ect should be accounted for separately.
Mr. Rand, too, was interested in a project— 
a research project. IRS claimed that The Pub­
lic Health Foundation for Cancer and Blood 
Pressure Research, Inc., constructed a research 
laboratory at a total cost of $159,186.68. The 
principal purpose of the laboratory was to 
grow hydroponic vegetables, such as tomatoes, 
green beans, etc., free of toxic insecticides 
and high in nutritional value. The hydroponic 
farm was operated with several employees at 
considerable expense. This was a project ex­
penditure, but IRS further claimed that the 
vegetables were for the private use of James H. 
Rand, Jr., and a few of his friends, and that 
the laboratory was not built for and could 
not be used in the public interest.
In order for the financial reports to clearly 
reflect the activities of the organization, ex­
penditures must be grouped as outlined above. 
Totals of the familiar “salaries,” “supplies,” 
“postage”, do not indicate whether or not the 
(Concluded on page 18)
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